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UNITED KINGDOM: _ECONOMIC DATA SHEET 


Percent Percent 
NATIONAL & PER CAPITA GDP Change 


GDP (Billion Dollars) 836.1 
GDP (Billion Pounds) 468.2 509.8 
GDP (Billion 1985 Pounds) 403.1 411.4 
Real Per Capita GDP (Pounds) 7,062.0 7,189.0 
Real Per Capita GDP (Dollars) 12,570.0 11,790.0 


INDEXES OF PRODUCTION (1985 = 100 


Manufacturing 138.2 
(Percent of GDP) (23.8) 
Agriculture 96.6 
(Percent of GDP) (1.9) 
Services 114.6 
(Percent of GDP) (57.8) 


POPULATION & EMPLOYMENT (million persons) 


Population 

Labor Force 

Number of Unemployed (yr/average) 
Unemployment Rate (percent) 


MONEY AND PRICES 


M2 Money Supply 

(Billion Pounds) 

Base Interest Rate 

(percent, end year) 13.0 15.0 
Personal Savings Rate 

(percent DI) $.3 6.7 
Fixed Investment Rate 

(percent of GDP) 19.1 19.6 
Consumer Price Index 

(Jan. 85 = 100) 223:.3 7.8 121.8 


BALANCE OF PAYMENTS AND TRADE (Billions of U.S. Dollars) 


Current Account Balance -26.2 -32.2 
Exports of Goods and Services 
(FOB) 193.2 202.4 
Imports of Goods and Services 
(CIF) 222.8 233.8 
Imports of Goods From U.S. (CIF) 19.4 21.1 
Exports of Goods to U.S. (FOB) 18.9 19.8 
Bilateral Trade Balance with U.S. -0.5 433 
Cumulative Direct Investment 
UK’s Position in U.S. 101.9 119.1 %.2 
U.S. Position in UK 49.3 60.8 2S.3 
Foreign Exchange Reserves 44.1 34.8 
Exchange Rate ($/f annual average) 1.78 1.64 8.5 





SUMMARY : 


After a slow 1989, the British economy grew in the first half of 
1990, then fell into recession beginning in the third quarter. The 
government’s tough anti-inflationary, high interest rate policy 
contributed strongly to the slowdown, but the depth of the recession 
was increased by market reactions to the invasion of Kuwait by Iraq 
on August 2, 1990. Real gross domestic product (GDP) growth in 1990 
was less than 1.0 percent. For 1991, the Chancellor of the 
Exchequer has forecasted a decline of 2 percent, and 2 percent real 
growth between mid-1991 and mid-1992. Shifts in GDP growth are 
strongly influenced by monetary management. A high interest rate 
policy was initiated in the middle of 1988 and has continued to the 
present. Even high interest rates and rising unemployment, however, 
have so far done little to reduce the inflation rate. The retail 
price indicator rose 7.8 percent in 1989, 9.5 percent in 1990, and 
is expected to rise another 4 percent by year-end 1991. Supporting 
the underlying inflation have been wage settlements of 8 to 11 
percent during the past five years. The high interest rate regime 
has helped to bolster the exchange value of the pound. Between 
July 1990 and February 1991, it appreciated 16 percent against the 
dollar. Against EC currencies, the pound has been more stable. 
Since the United Kingdom joined the Exchange Rate Mechanism in 
October 1990, the stability has been further enhanced. On the trade 


front, the U.K. current account deficit dropped from $32.2 billion 
in 1989 to $28.6 billion in 1990. In 1991, it may fall below $12 
billion. 


CURRENT ECONOMIC PERFORMANCE 


Contrary to the situation in the past few years, when the United 
Kingdom could boast of one of the fastest growing industrialized 
economies, it now has one of the slowest growing. Real gross 
domestic product grew by less than 1 percent in 1990, and the U.K. 
Government forecast is for GDP to show negative 2 percent growth in 
1991. The slowdown reflects the government’s tough monetary 
policy. High interest rates have cut the growth of consumption, 
retail sales, and investment in housing. The Gulf war also 
contributed to the decline -- indeed the onset of recession 
coincided with the Iragi invasion of Kuwait. In 1990, real 
consumption rose by about 2 percent, compared with 6.9 percent in 
1988, and actually fell in the third and fourth quarters of 1990. 

As consumption and GDP growth slowed, and in reaction to high wage 
settlements, unemployment began to increase. It now exceeds 6.6 
percent. Most forecasts for 1991 suggest that unemployment could 
rise toward 8 percent and that both domestic and foreign demand will 
be virtually flat. If all goes as expected by the government, trend 
growth rate for the economy, of 2 to 3 percent, will resume in 1992. 





INVESTMENT 


From 1982 through 1989, U.K. businesses increased their investments 
year by year. Since the second quarter of 1990, however, there has 
been a steady fall in investment. Investment in 1990 was down about 
2.5 percent from 1989. The drop has been across the board, but the 
drop in housing has been particularly dramatic. In 1988-90, housing 
investment fell nearly 15 percent. The outlook for housing in 1991 
is for stability at its present low level, while the forecast for 
total investment is a fall of about 2.0 percent. In the long run, 
investment should expand by 2 to 4 percent a year in real terms. 


TRADE 


As the U.K. economy continued to expand over the past eight years, 
executives began to obtain many of the goods and services they 
needed from foreign sources. Britain shifted from being a net 
exporter in 1986 to being a large net importer in 1987-89. In 1990, 
real exports of goods rose 6.8 percent, while import volumes rose 
only about 2.6 percent. In non-deflated value terms, exports rose 
11 percent and imports by 4 percent. The narrowing in the trade gap 


led to a $3.6 billion improvement in the current account deficit in 
1990. 


Export growth, however, stagnated in the second half of 1990. Part 
of the problem was maintenance difficulties in the North Sea oil 
sector, although oil represents a relatively small share of total 
exports. The main problem was that industrial exports were hit by 
lower demand in Britain’s trading partners. Fortunately for the 
overall current account, 1991 should see a recovery although lower 
profit remittances and slow earnings on foreign investments, 
combined with reduced global travel, could mitigate those gains. 
The demand for imported consumer goods and intermediate inputs has 
declined sharply from 1988’s highs. 


A significant share of expected improvements in the external sector 
in 1991 may come from earnings from the services account. The large 
outflows of insurance funds for the Lockerbie and other disasters 
detrimentally affected the accounts in 1990 as badly as they did in 
1988 and 1989. There is also the possibility that earnings on 
foreign investments may improve somewhat, and that balances on the 
travel and tourism accounts will improve. 


INFLATION & INTEREST RATES 


Prices began to move upwards in 1988, just as employment returned to 
levels not seen since 1979. Contributing to inflation were average 
wage settlements of 8 to 11 percent, financial deregulation, and 
double digit growth of the money supply. To counter inflation, the 
government engineered a series of interest rate increases, causing 
the base rate (similar to the U.S. prime rate) to move from 7.5 
percent in June 1988 (its lowest level in 10 years) to 15 percent in 





October 1989. The base rate was held at that level until October 


1990. Since then two cuts have been made, taking the rate to 13.5 
percent in early 1991. 


While the high interest rates have dampened domestic demand and 
caused a shift of funds from low interest and non-interest bearing 
deposits to high interest earning deposits, they have also caused an 
increase in mortgage rates, business costs, and consumer and retail 
price indices. The rise in these indices have, in circular fashion, 
spurred demands from unions for further wage increases. Settlements 
in 1990 clustered around 10 percent. Productivity increases of 4 to 
5 percent in the manufacturing sector helped to dilute the cost-push 
influences of high wage settlements during 1982-89 , but falling 
productivity began in the last half of 1990. Retail prices in 1990 
rose 9.5 percent over 1989. With the recession that took hold in 
the third quarter of 1990 expected to persist until mid-1991, retail 
price inflation may be held below 6 percent in 1991 and 1992. 


EMPLOYMENT 


Profound shifts in employment patterns have occurred over the last 
25 years. Between 1966 and 1983, the number of employed fell by 
nearly 2 million, while the size of the work force grew by 

1 million. Understandably, unemployment rose to a level of more 
than three million. After 1983, however, the situation improved 
dramatically. By the third quarter of 1990, total employment had 
grown to 27.4 million persons and stood 2 million larger than the 
previous peaks reached in 1966 and 1979. As employment rose, 
unemployment declined rapidly. In early 1990, unemployment was down 
to 1.6 million or 5.6 percent of the work force. 


The fall in unemployment stopped in mid-1990. Even though 
employment grew through the third quarter, it was not fast enough to 
absorb new entrants. As recession bit deeper in 1990’s fourth 
quarter, employment growth ceased and disemployment contributed 
further to an already rising unemployment problem. Figures for 
January 1991 showed unemployment back up to 1.9 million persons. 
Private forecasters generally believe unemployment will exceed 2.5 
million or 8.5 percent by the end of 1991. Contributing to the 
problem are wage settlements still clustering around 10 percent. 


Few British economists see wage growth falling below 7 percent until 
1992 or later. 


GOVERNMENT FINANCE 


The U.K. Government ran sizable budgetary surpluses from 1987 
through 1990. In 1989, the public sector debt burden was reduced by 
over 9 billion pounds, or 2.0 percent of GDP. In 1990, the 
reduction was 1.9 billion. The surpluses over these years were 
largely, but not wholly, due to privatization of previously 
nationalized industries, including those in the telecommunications, 
steel, automotive, electricity, gas, and water sectors. 





Through tax reform, the basic rate of personal income taxes has been 
lowered to 25 percent, with a target of 20 percent to be achieved as 
inflation abates. Taxes on residences have been abolished in favor 
of locally determined poll taxes on all persons over 18. However, 
poll taxes have been so unpopular that they are to be replaced by 
something new. Tax rates on business properties have been equalized 
within each of the three geographic areas of England, Wales and 
Scotland, with the revenues collected by the central government and 
redistributed to localities on the basis of population. These 
various reforms are designed to stimulate private activity in the 
economy and generate awareness among voters of what local 
governments are doing. The change in taxation of business property 
is also intended to eliminate tax-induced distortions on the 
location of enterprises. 


Through structural and tax reforms, and by keeping a tight rein on 
expenditures, the U.K. Government reduced its outlays from 44 
percent of GDP in 1986 to 39 percent in 1989 and 1990. Eschewing 
short run adjustment of fiscal policy to "fine tune" the econony, 
Conservative governments since 1980 have diligently pursued a series 
of Medium Term Financial Strategies, laying down targets for three 
to four year periods. This approach has assured that fiscal policy 
does not unduly interfere with private sector economic decisions. 


Monetary policy may face hard tests in 1991. With the economy in 
recession, appeals for fiscal stimulus are being heard. The 
Conservative philosophy, however, appears to be sufficiently well 
established that the government will reject such pleas, convinced 
that the country in 1992 and beyond will be better for it. Public 
sector finances will be in deficit "temporarily" for the first time 
since 1987, with a predicted $14.5 billion deficit in 1991-92. 


IMPLICATIONS FOR THE UNITED STATES 


The United Kingdom continues to be a major trading partner with the 
United States, the fourth largest export market (behind only Canada, 
Japan, and Mexico), representing 5.7 percent of U.S. total exports, 
but 6.6 percent of manufacturers’ exports. During 1990, U.S. 
exports to the United Kingdom rose 13 percent over the 1989 figure 
and totaled $23.5 billion. The leading U.S. exports to the United 
Kingdom are aircraft and associated equipment, computers and 


peripherals, engines, analytic instruments, and telecommunications 
equipment. 


The United Kingdom exported $20.3 billion to the United States in 
1990, up from the figure of $18.2 billion in 1989, ranking it as the 
sixth largest exporter to the United States (behind Japan, Canada, 
Mexico, Germany, and Taiwan). This performance gave the United 
Kingdom a 4.1 percent share of the U.S. imports of manufactured 
items. The leading British exports to the United States are crude 
petroleum, motor cars and vehicles, turbojets, turbopropellers, 


aircraft, ethyl alcohol, parts for aircraft, spacecraft, antiques, 
and paintings. 





Britain has a high regard for U.S. products, and U.S. technology 
provides an excellent means of gaining entry into the European 
Community (EC). Major domestic developments, coupled with new EC 
legislation that will creat a single, internal EC market mean new 
opportunities for U.S. exporters. The recent, relative weakness of 
the U.S. dollar against the British Pound Sterling has made U.S. 
imports very price competitive. 


EC 1992 


The process of EC integration, commonly referred to as EC 1992, is 
changing the commercial environment in Britain and Europe. Some 300 
specific new laws, called directives, will be put into place across 
the EC over the next decade, eliminating trade barriers among the 12 
member countries. This process will gradually create one large 
integrated market with a population of 320 million people, one third 
larger than the United States. A report prepared for the European 
Commission has estimated that the removal of customs and other 
internal barriers, and the resulting economies of scale and higher 


productivity, will increase the EC’s gross national product by $230 
billion per year. 


Over one-half of these directives are already in place. As we move 
closer to 1992, there will be further far-reaching changes in 
product standards, more uniform value-added taxes, competition 
policy, environmental regulations, greater freedom in capital 
movements, and simplified freight forwarding. While all these 
changes may not be in place by January 1, 1993, there is now a sense 


of inevitability to the process that no business can afford to 
ignore. 


There are two real challenges to American business arising from 
1992. The first is the challenge to seize these opportunities now, 
especially those U.S. firms not in the market that must move smartly 
to establish export and sales bases. The second challenge is that 
posed by European firms that are enhancing their competitive 
postions, reviewing production and marketing strategies, and 
developing increasing economies of scale. American firms will be 
challenged by these companies both in the European market and in the 
global marketplace. 


British-based agents or distributors for U.S. companies can 
represent the U.S. parent firm in the entire EC after the 
integration in 1992. U.S. exporters that presently have an agent 
in every country in Europe may want to consider consolidating their 
representation in only one agent, who might be organized to service 
the U.S. company’s needs in all of Europe. A U.K. resident agent 
for all of the EC would provide the U.S. company with a base ina 
traditionally friendly and stable country, where English is the 
native tongue, and whose commercial practices and free-market 


economy, with few exceptions, do not impede the flow of U.S. goods 
and services. 





Best Export Opportunities by Industry 


Following are brief sketches of the U.K. market sectors offering the 
best export opportunities for U.S. suppliers. More extensive 
information can be obtained from the U.S. Department of Commerce’s 
U.K. Desk Officer noted at the end of this report. 


Computers and Peripherals: The market in 1990 grew to $18.3 
billion. Imports amounted to $14 billion, with U.S. suppliers 
accounting for $2 billion of the total imports. Microcomputer sales 
are growing at an annual rate of 25 percent, while minicomputer 
sales are increasing by 9 percent. Mainframe and home computers 
sales declined by 6 percent. Sales of peripherals and desktop-level 
expansion products are still buoyant. 


Electronic Components: The U.K. market for electronic components 
reached an $8 billion volume in 1990 with a 4 percent growth rate 
estimated. Of the $7.4 billion imported, $1.5 billion was supplied 
by U.S. exporters. U.S. products are highly regarded in terms of 
quality, reliability, price, and technological innovations. Of the 
total sales in this sector, micro processors and digital integrated 
circuits make up $2.5 billion, while semiconductors, and thick and 
thin film circuits are another $1.5 billion, with a similar amount 
on connectors and interconnection devices. 


Computers, Software and Services: Sales exceeding $6 billion in 
1990 and a 15 percent annual growth rate make this sector the third 
best export opportunity, especially since U.S.-origin software 
accounts for 70 percent of the market. The leading subsectors are 


word processing packages, database management software, graphics/CAD 
software and desktop publishing. 


Telecommunications Equipment: The total market reached a $5.8 
billion level in 1990, due to the liberalization of the 
telecommunications market in the United Kingdom and the licensing of 
additional carriers. Especially encouraging are the markets for 
switching, transmission and subscriber equipment. The increasing 
use of fiber optics and the progress towards ISDN create valid 
opportunities especially for PABX equipment, subscribers premises 
equipment, cellular base stations, and subscriber equipment. 


Biotechnology: Since the biotechnology industry is research based 
rather than production based, it is difficult to provide accurate 
estimates of size or growth of imports. U.S. firms in 
biotechnological research and production have a definite advantage 
over other foreign competitors because of the common language. 
Estimates of imports of products include the following: (1) human 
health care products-pharmaceuticals, $3 billion, diagnostics, $1.3 
billion; (2) animal health care, $300 million; (3) agricultural food 
applications (insecticides, herbicides, fungicides, and synthetic 
organic chemicals), $250 million. 





Laboratory, Scientific Instruments, Equipment: The total market is 
almost $2 billion, and it is growing at a rate of 4 percent. 

Imports supply 35 percent of the total market, with U.S. products 
accounting for one-third of the total imports. The market includes 
specialized computerized laboratory data management and associated 
software, which is growing at 46 percent yearly. Best prospects are 
in the data management systems ($700 million), laboratory 
applications software ($105 million), spectrophotometers, 


chromotographs, and electronic recorders/loggers (each reaching the 
$100 million level). 


Pollution Control Equipment: Although this sector includes water, 
air and solid waste pollution, reliable information on the latter is 
not available. Estimates are that the water pollution market is $1 
billion, the air pollution market $850 million, while the solid 
waste pollution is valued at $700 million. Best prospects for U.S. 
products include rapid gravity filtration plants; swilling systems, 
including hand raked, wedge wire and wasting; hazardous waste 
treatment, water quality instrumentation, and upgrade systems. The 
United Kingdom has plans to reduce sulpher dioxide emissions by 30 
percent by the year 2000. A 10-year program to control nitrogen 
oxide emissions is also under way. 


Construction and Architectural Services: The role of the U.S. 
architectural firms has grown in the last decade, from one of 
organizing office conversions and interior designs (which had 
traditionally been ignored by British architects) to one of master 
planning large and complex urban developments. The emphasis of "the 
market" has also switched from public residential building to 
private commercial office developments. However, the business 
recession still in place has affected construction. American firms 
are better suited to "fast track" projects, and have more experience 
on designing large floor place trading areas, than their British 
counterparts. U.S. firms also have a better public image than local 
firms. During 1990 the contribution of the construction industry to 
GDP was over $50 billion. Foreign-owned firms held 10 percent of 


this volume and U.S. firms were responsible for over $2 billion of 
this share. 


Industrial Process Controls: Imports of process control equipment 
are largely at module level, while U.K. exports usually incorporate 
a substantial quantity of imported components. The increasing use 
of FMS in industry creates a better opportunity for imports than for 
local suppliers of systems. The current recession augurs a modest 
market growth, with upgrade and replacement business providing the 
best opportunities for sales growth. The 1990 market size was $2 
billion, increasing by 4 percent each year. The importations of 
foreign components reached an all-time high of $1.66 billion, with 
$750 million coming from the United States. 
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Safety and Security Equipment: Demand continues to grow for 
electronic surveillance, perimeter security and access control 
equipment and systems, not only for industrial and commercial firms, 
but for British Government and state-operated public companies as 
well. In addition, there is a growing demand for intruder alarm 
systems, for commercial, domestic and vehicular use, and a growing 
awareness of fire hazards and possible terrorist-induced 
demolitions, so fire-alarm detection is a keen item. The 
market-place is well over $2.2 billion, of which roughly one-half 
has been imported. U.S. imports should reach $200 million in 1990. 


BUSINESS ASSISTANCE AT THE EMBASSY 


The Foreign Commercial Service (FCS) staff of the U.S. Embassy in 
London provides a full range of services for American business. 
Commercial officers and trade specialists monitor each of the 
highlighted industry sectors. They are available for consultations 
by appointment and can provide valuable inside information, arrange 
for market research, and help schedule appointments. They can also 
provide names of potential agents and distributors, and responsible 
joint-venture partners, and can help find British customers for 
interested American exporters. 


THE INTERNATIONAL MARKETING CENTER (IMC) 


FCS London also offers the International Marketing Center (IMC). 
The IMC is an exhibition and conference facility in the Embassy; it 
is available to U.S. exporters at competitive rates. The IMC staff 
can provide comprehensive logistical support for events held in the 
IMC or off-site. Services include compiling of mailing lists, 
printing and mailing services, appointment making, media promotion 


and catering. 
Major exhibitions planned for 1991-92 include: 


1991 


JUN 25-27 INTRADE ’91 Wembley Conf. Center 
SEP 03-05 Aberdeen Offshore Europe Aberdeen Conf. Center 


NOV 18-22 Pollution Control, Matchmaker IMC 


NOV 12-15 AUTOTECH, London Motor Show Earls Court Expo. Center 





1992 


JAN 20-25 
Hotel & Catering 
Pavillion 


Hotelympia, 
Olympia, U.S. 


MAR 18-22 


American 
Hardware Mfgs. Assoc. 


T.M. 
IMC 


APR 23-26 


The Which 
Computer? Show 


NEC, Birmingham 


MAY 13-15 


Sporting Goods 
Matchmaker 


IMC 


SEP 01-08 
Show 
Aerodrome 


Farnborough Air 
Farnborough 


For more information on these events, please contact the U.K. Desk 
Officer, Room 3043, Department of Commerce, Washington, D.C. 20230; 
phone (202) 377-3748 or the U.S. Foreign Commercial Service, Box 33, 


FPO New York 09509. The U.S. Embassy is located at 24/31 Grosvenor 
Square, London W1A 1AE; Tel: 011-44-71-408-8019; Fax: 
011-44-71-491-4022. 


* U.S. Government Printing Office : 1991 - 282-906/20049 








